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Internal Control—Whose Responsibility? 
BY VIRGIL F . BLANK 
Partner, San Francisco Office 
Presented before the San Francisco Chapter of the 
Systems and Procedures Association — November 1957 
Your program chairman has been very kind in asking for my com-
ments on a subject which he claims was requested by the largest segment 
of your membership. Y o u have raised the question "Is the systems man 
responsible for internal control?" 
Since four articles have been published this year in The Journal of 
Accountancy on the subject of the independent auditor's responsibility for 
internal control, we may assume that you are not the only group concerned 
with this question of responsibility. As a matter of fact I understand that 
some concern on this topic has also been expressed by internal auditors as 
well as by members of top-management groups. 
From the manner in which this question has been treated it is difficult 
to ascertain whether each group is eager to assume this responsibility for 
internal control or is seeking ways to disclaim all responsibility for it. 
F U N C T I O N S O F G R O U P S C O N C E R N E D 
Perhaps we should first define some of the areas of activity of these 
various groups which relate them to this subject of internal control. 
SYSTEMS M A N 
The systems man performs a staff function for management. That is, 
he serves in a planning and advisory capacity. His function pertains prin-
cipally to analyzing activities within the organizational structure and design-
ing adequate methods and procedures for accomplishing the purposes of 
those activities. This work sometimes encompasses the redesign of the 
organizational structure itself, but rarely includes activity in the area of 
plant layout or manufacturing methods and equipment. However, a major 
portion of his work is concerned with the design of records to control the 
cycle of the organization's assets as they change from raw materials to 
inventories to receivables to cash — and back again to raw materials. The 
methods and procedures provided for these purposes must afford adequate 
internal control; hence, the systems man does have a responsibility in this 
area. 
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INDEPENDENT AUDITOR 
The independent auditor is usually retained by management to express 
an opinion on the fairness of the financial statements of the enterprise. To 
guide the auditor in preparing himself to do this, the American Institute of 
Certified Public Accountants has adopted this standard of field work: 
There is to be a proper study and evaluation of existing internal control 
as a basis for reliance thereon and for the determination of the result 
and extent of the tests to which auditing procedures are to be 
restricted. 
When this review indicates apparent weaknesses in important areas, the 
auditor should advise his client accordingly. Recommendations for possible 
corrective measures should be presented to management. From these con-
siderations it seems clear that the independent auditor is concerned with 
certain aspects of internal control. 
INTERNAL AUDITOR 
The internal auditor, like the systems man, performs staff functions 
for management. They pertain principally to safeguarding the assets of the 
enterprise, to preventing or detecting irregularities, and to ascertaining that 
managerial policies are being observed. These are internal-control func-
tions; hence, the internal auditor also has responsibility in this area. 
M A N A G E M E N T 
The administrative or executive head of the organization is responsible 
to the owners of the enterprise for preserving the assets entrusted to him. 
He exercises this responsibility directly by constantly reviewing oral and 
written reports and by observing the various activities of company per-
sonnel. When necessary, he exercises some of this responsibility indirectly 
by delegating certain limited authority to his staff assistants. 
B U R D E N O F R E S P O N S I B I L I T Y 
This summary of activity of auditors, systems personnel, and manage-
ment in certain areas makes it clear that the primary responsibility for 
internal control rests with the top-managing official of the enterprise. Where 
portions of this responsibility have been delegated, for convenience or of 
necessity, to systems personnel, internal auditors, or others, we can usually 
define the limitations placed upon the delegated responsibilities. It is espe-
cially true that as we examine the nature of the particular delegated respon-
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sibilities in the area of internal control, we begin to understand more clearly 
the limitations under which the various staff groups perform their work. 
M E A N I N G O F I N T E R N A L C O N T R O L 
Before we look too closely at the responsibilities of staff personnel, 
however, we should first have a rather clear conception of the meaning of 
internal control. Just what do we think this term implies? Does it refer only 
to methods and procedures or does it also include personnel training and 
organizational structure? What is the objective of internal control? Does not 
internal control relate to how an enterprise actually functions rather than 
to the formal plan for its functioning? A s we explore some of the answers 
to these questions we wil l probably resolve the answer to the particular 
question of the system man's responsibility for internal control. 
The American Institute of Certified Public Accountants has given us 
this definition: 
Internal control comprises the plan of organization and all of the 
coordinate methods and measures adopted within a business to safe-
guard its assets, check the accuracy and reliability of its accounting 
data, promote operational efficiency, and encourage adherence to 
prescribed managerial policies. 
EVOLUTION OF INTERNAL CONTROL 
We can better understand this definition by tracing the evolution of 
internal control in our business community. 
In the single-proprietorship type of small business we can observe one 
person, the owner, using his talents to earn a profit. He can watch the 
activities of any employees and he can supervise personally the handling of 
his cash and inventories. When the owner manages in this manner, internal 
control is absolute, since he is protecting his own resources and controlling 
the methods for realizing a profit. 
When a function (such as bookkeeping, for example) is delegated to 
another person, there arises a need for establishing means of insuring the 
accuracy of the delegated work and for controlling the activities of the 
bookkeeper to prevent defalcation. 
DELEGATION OF AUTHORITY 
When the enterprise grows in size and becomes more complex, work is 
divided among more employees. More of the owner's functions are gradu-
ally delegated to others. Even management is delegated in most of our 
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larger enterprises. As this process goes on the need for more extensive 
internal-control measures becomes acute. 
In instances where management is delegated by the owners, here is 
also delegated (by implication) the responsibility for preserving the owner's 
property and for operating the business efficiently. T o accomplish these 
objectives some means must be devised to relieve the manager of person-
ally assuring that no unauthorized action occurs permitting dissipation of 
assets or diminution of operating efficiency. Delegation of management 
authority within a limited area of responsibility is the means devised to 
enable a manager to so function. 
TRANSFERRAL OF RESPONSIBILITY 
It is in this manner that top-management's responsibility for internal 
control is transferred to systems personnel, internal auditors, and others. 
In the case of systems personnel the delegated authority is intended to 
enable them to perform in the particular area of internal control relating 
to analysis and design functions. In the case of internal auditors the dele-
gated authority is intended to enable them to perform in the area of 
internal control related to evaluation and review functions. These functions, 
then, are the limiting factors surrounding the delegated responsibilities. 
P L A N F O R I N T E R N A L C O N T R O L 
Under good management these duties, authorities, and responsibilities 
are set forth in some formal manner — usually in a management guide 
booklet. The specifications contained in such a booklet constitute part of 
a plan for internal control. Proper division of authority within the organi-
zational structure should result in control through interdepartmental checks. 
For example, pre-listings of cash by a treasurer's department might serve 
as a check on cash recordings in the controller's department, or a provision 
that machinery above a certain dollar amount may not be acquired by the 
manufacturing department without proper authorization by the financial 
department might serve as a check both on the manufacturing department 
and on the purchasing department. 
This same pattern of internal control through organizational struc-
ture is usually carried down into each branch or department of the organi-
zation by dividing the duties of departmental employees. The resulting 
system accords with the auditing principle whereby one person checks the 
activities of another person. 
Business enterprises have manifested a long-term trend toward greater 
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complexity. Multiplicity of products and locations require more internal 
control through division of duties, since personal supervision by manage-
ment has become virtually impossible. We should therefore investigate and 
appraise the tools available for controlling complex enterprises. 
TOOLS OF INTERNAL CONTROL 
Although we ordinarily do not think of the tools of scientific manage-
ment as internal-control measures, many of them are part of the system of 
internal check. These are the devices of standard costs, budgetary control, 
quality control, operations research, statistical sampling, time and motion 
studies, and periodic operating reports and analyses. Such controls apply 
principally as measures of operating efficiency or of the relative effectiveness 
of the business activity. They also assure control of the pattern adopted by 
the enterprise, setting standards for such matters as maintaining an accept-
able level of income, securing a fair share of the market for the product, 
obtaining a proper return on invested capital, or achieving an effective 
allocation of resources. 
Various documents, records, and reports are also part of the system 
of internal control. These afford means of internally checking the operation 
of the enterprise and of exhibiting its condition for visual study. 
The tools of internal control just discussed are not the controls that 
particularly concern the independent auditor, but they are important to 
management. 
However, the controls with which you as systems personnel probably 
are most familiar deal with records and procedures which permit an internal 
check. These are the paper work and the methods entering into the account-
ing system of the enterprise which serve to insure the accuracy and reliabil-
ity of the accounting records. These controls are concerned with such 
matters as serially numbered documents, separation of maintenance of 
control accounts and maintenance of subsidiary ledgers, matching of all 
transaction documents before approval for payment, signatures and 
approvals of documents, and periodic reports and statements. Control here 
is accomplished by a paperwork-flow design providing for review by per-
sons other than those employees who originate the transaction. 
PRINCIPLE OF T H E DESIGN 
The principle of the design is simple. It aims to provide a watchdog 
for every operating procedure. In practice it is found that the complexities 
of modern business operating procedures make it impracticable to apply 
this principle universally. This is where the judgment and skill of the 
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methods man are needed for the design of good internal-control systems 
which are economically feasible. 
OTHER SPHERES UNDER T H E PLAN 
There are some other spheres of activity which contribute materially 
to internal control within the enterprise. Several of these which may appear 
intangible in their effect on internal control but are nevertheless real fac-
tors, are the mental attitude of key employees, protective areas for storage 
of tools and materials, plant security measures, training programs for new 
employees, and quality control of the finished product. These spheres of 
activity rarely come within the province of systems-and-procedures per-
sonnel but are certainly part of the internal-control plan. 
That internal control as a protective concept has many facets becomes 
evident from the condensed appraisal of some of its elements just concluded. 
A l l of the facets, combined in unique fashion within an enterprise and 
viewed as a unit, constitute the plan for internal control. 
Since what we are considering, then, is a plan, we may assume that 
somebody or some group developed it and established standards for its 
maintenance and improvement. Actually, the responsibility for this con-
structive work is part of the task delegated to systems personnel. Within 
the systems-and-procedures department itself rests the authority to perform 
the design function. 
This design function requires the use of techniques quite similar to 
those used by auditors in their work. Usually a study of the existing situa-
tion and an analysis of requirements is undertaken, consisting of an 
evaluation procedure suited to any person seeking knowledge of a method 
for accomplishing some purpose. But there are necessarily differences be-
tween the objectives of the auditor and those of the systems man: The 
auditor's objective is to comment on the system as he finds it and to 
modify his investigative work accordingly, whereas that of the systems 
man is to devise and design a more effective way to accomplish the applica-
tion under consideration. 
More effective ways of accomplishment — that is, the systems man's 
ultimate objectives — must utilize the principle of limited delegation of 
responsibility, since it is essential, as we have noted earlier, to successful 
management of complex enterprise. This fact wil l help us to answer the 
question of where responsibility for internal control lies, since it is fair to 
assume that management, in delegating authority, establishes limits explicit 
or otherwise, coterminous with or at least adequate to accomplish those 
objectives. We may expect, then, that the limitations circumscribing the. 
25 
delegated responsibilities wil l be most clearly revealed in the distinct objec-
tives of each group concerned with internal control to whom authority has 
been delegated. For instance many of the procedures, reports, recommenda-
tions, and lines of authority are similar for the internal auditor and the 
systems man. For this reason there often seems to be an overlapping of 
responsibilities in the work of these two groups. However, if we examine 
the particular objectives of each group, we find that there is no serious 
overlap. 
OBJECTIVES OF SYSTEMS AND PROCEDURES FUNCTIONS 
To clarify this point, let us look rather closely at the objectives of 
the systems-and-procedures function within a medium-sized corporation. 
Let us also establish the responsibility for internal control within this 
function as it relates to each objective. 
To arrive at the objectives of systems-and-procedures functions, we 
need to consider the requirements for internal control. 
In reviewing such requirements the factor of organizational structure 
seemed to be paramount. In my opinion the systems man is responsible for 
the design of an adequate organization framework, since by virtue of his 
training he possesses both the perspective and the closeness of view of the 
entire enterprise requisite for acting in a broad management capacity 
essential to the job. He must contemplate the interactions of all operating 
units and understand how to establish control of operations throughout the 
pyramid of line and staff authorities, duties, and responsibilities. 
The systems man should be technically qualified to apply proper skills 
in analyzing an existing plan of organization regardless of its complexity 
or lack of formality. He should have a knowledge of the work sheets, forms, 
and statistical methods available for the study of the present system. Add i -
tionally, he should know the many fundamentals of good management so 
thoroughly that he could formulate a new design within the minimum time. 
He should also be sufficiently experienced to prepare a workable plan for 
establishing the new organizational design, extending a reasonable period 
into the future. 
But it is not sufficient that the systems man produce a good plan or 
design. Part of his job of establishing the design within the enterprise is to 
impart the design requirements to the personnel of the company. The sys-
tems man should normally have the authority to accomplish this. In doing 
so he should take into consideration the changes in personnel which wil l 
occur over the years to come and, accordingly, provide a written record of 
the organization framework. In this record he should describe each major 
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job classification. The description should include the duties delegated and 
the limitations or restrictions of authority with respect to those duties; it 
should designate the person responsible for the immediate delegation of 
those duties, and the person to whom reports are to be rendered; and it 
should indicate how performance is to be recorded. There should also be 
a clear presentation of what can be done and what cannot be done within 
a job description. 
For convenient reference it is usually desirable to divide this type of 
record into two manuals — a management guide containing executive and 
staff job descriptions down to the top-supervisory level and an organization 
manual describing the various key line positions. 
When an organization framework is specified, most of the confusion 
as to how the internal-control plan is intended to function is also elim-
inated. Specification eliminates those areas of weakness where a person 
might be performing an act without need of authorization or be recording 
his own operating functions without independent control. It also eliminates 
custodianship functions which might extend to maintenance of the sole 
property records. Weaknesses of such types are termed incompatible duties. 
Mautz and Schlosser, discussing organizational purposes and functions 
in their recent Journal of Accountancy article, effectively summarized the 
matter in these words: "Thus organization is the tool or device that permits 
the systems man to provide for direct lines of authority, delegation of 
specific duties, recognition of responsibilities, and the separation of incom-
patible duties." 
That the systems man has the authority and the responsibility to act 
in designing an adequate organization structure there seems to be no 
reason to doubt. Likewise, he has the responsibility for providing the 
program and subject matter for installing the design. 
CONTROL MEASURES 
Another important segment of the plan of internal control is made up 
of the group of methods and procedures which incorporate control measures. 
These include such devices as standard costs, which result in variances; or 
budgetary systems, which establish goals and result in over-performance or 
under-performance; or production control, which gears manufacturing 
activity to the product demand and results in over-production or under-
production; or the multitude of minor controls, such as double signature 
checks, separately maintained control accounts, authorization forms for 
the release of merchandise or cash, "min-max" inventory records, credit 
limits on accounts receivable, imprest cash funds, and similar items. 
27 
A l l of these are devices pertaining to matters within the scope of the 
systems man's capabilities and responsibilities. These are the control 
measures which he would normally build into the system because they are 
properly an integral part of the technique of system design. 
Business documents, and the records used to classify, summarize, 
and file them, are a part of the plan of internal control that is usually 
associated with the accounting function of the enterprise. These records 
establish the quantities or amounts for which employees and others are 
accountable. They contain the basic detail for many of the analyses and 
reports which will be used to measure performance and to guide the man-
agement of the enterprise. 
As the systems man is well aware, the style of a form can contribute 
much to internal control. He usually calls this part of his work "forms 
design and control." It need hardly be added that he is certainly correct 
to include forms design as a systems-department responsibility. 
In order to keep informed of the quality of the work delegated 
throughout the enterprise it is necessary that a manager receive reports. 
This is management control through the use of responsibility reports. This 
type of-reporting system should be so designed that required activity will 
be reported regularly and that evidence will be presented to indicate 
whether performance has been satisfactory. Through his knowledge of 
operating details, the systems man is in a position to, and therefore has 
the responsibility for, recognizing management-report requirements; his 
qualifications and responsibilities also extend to the designing of reporting 
routines to meet such requirements. 
He is also responsible for the adequacy of the information reports 
which reclassify and summarize selected records of the enterprise. These 
are part of the plan of internal control and should therefore present 
amounts and balances in a form which aids comparison with prior periods 
or with budgeted allowances. 
A n alert systems man can improve constantly on the effectiveness of 
internal control by careful design (or redesign) of the various activity and 
information reports. 
PROVISIONS FOR REVIEW 
As part of an effective design of a system of records and reports, 
provision should be made for their review. This would assure management 
that the records were being prepared in accordance with the established 
procedures and it would also assure management that the reports were 
reliable. 
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Review may take various forms. The type used by most enterprises 
is the review function a superior exercises over the activities of a junior 
employee, or that one employee exercises over the work of another 
employee. This is a continuous review built into the normal procedures 
surrounding each important activity. Another type of review is that which 
is performed outside of the normal procedures and which includes a 
review of the total system. Hence, it would include a review of the normal 
review routines. 
Review functions outside the normal routines are usually performed 
by an internal-auditing group. Usually, the methods and techniques of 
this group are not specified by the systems man. However, the systems 
man is generally responsible for specifying those activities which should 
be subjected to review by the internal auditor where no other control 
measure appears to be feasible on an economical basis. Also , it must be 
remembered that the systems man is responsible for the design of the 
organization structure and specifications for the independence of the 
internal-auditing department. 
MODERN EQUIPMENT AND SERVICES 
Within the physical plant of the modern enterprise there are usually 
found many devices serving to protect the property of the owners. These 
include such devices as fireproof record-storage cabinets, check-protecting 
machines, sprinkler systems, tool cribs, fenced areas, identification badges, 
and microfilms. There are also outside agencies whose services protect the 
business. Included in these would be insurance companies, banks, trust 
companies, guard services, and independent auditors. 
The systems man is responsible for acquiring knowledge of all of 
these devices and services. He should understand their protective functions. 
He should know when and how to recommend them to his management. 
The systems man should also have a knowledge of all the modern 
business equipment, especially the new electronic and electromechanical 
machines. There are two main reasons why this knowledge is essential. 
First, the additional control available through use of proper equipment is 
of prime importance to the enterprise. Second, the changing concepts of 
internal control through use of integrated electronic systems demand the 
scrutiny of an expert. 
No person in the systems field can afford to grow mentally stagnant 
with respect to the advances in office equipment design. Within these past 
four years this industry has made greater strides than in any similar period 
in our memory. N o longer is there active resistance to change where the 
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systems man has assumed his proper role by informing management of the 
advantages to be gained by using these new machines. A more extensive 
mechanization of low-level clerical work can improve internal control still 
further. Accordingly, the systems man must be considered responsible for 
availing himself of such equipment in his design work. 
S P E C I F I C A N D C O O R D I N A T E R E S P O N S I B I L I T Y 
The subject as presented in this discussion does not purport to be a 
complete coverage of all objectives of the systems function. We have looked 
at such typical operations as organization framework (including manage-
ment guides), control measures incorporated in methods and procedures, 
forms design and control, activity reports and information reports, review 
techniques, physical devices and services for property protection, and use 
of modern data-processing equipment. In every one of these operations 
the objective of the systems man seemed clear. Also clear was his responsi-
bility to accomplish adequate internal control as it related to each objec-
tive. In no instance did it appear that the systems man was operating 
outside of his scope of delegated authority when he performed the work 
of creating a design. 
In the course of carrying out his work in this area of design, the 
systems man is expected to do everything possible to obtain the optimum 
results with respect to internal control, cost, effectiveness, and the desires 
of management. To accomplish these things he must usually confer with 
many other staff and line personnel before producing a procedure or form 
design acceptable as final. 
The internal auditors of the enterprise are presumed to be well 
informed on the subject of internal control. For this reason it is expected 
that the systems man would seek the advice and approval of someone from 
this group during the course of a design problem. It would be part of the 
responsibility of the internal auditor to cooperate in such a procedure. 
Additionally, the internal auditor is responsible for evaluation of the 
internal control as it exists within a system. He must ascertain whether or 
not the system is functioning as it was originally designed. Accordingly 
there is a further responsibility linking the systems man and the internal 
auditor. This is for a constant interchange of information on system 
changes and system requirements. 
Although other groups and professions may claim certain rights 
with respect to the plan for internal control, it would be difficult to deny 
that it is the systems man's responsibility to design it. 
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